STEVE WESTLY
California State Contraller

June 30, 2004

To the Citizens, Governor, and Members
of the Legislature of the State of California:

am pleased to submit the 23rd edition of the Public Retirement Systems Annual Report
for the fiscal year ended June 30, 2001. This document is intended to be a reference
source for persons concerned with the status and adequacy of funding for the 135
public retirement systemsin California.

Sections 7501-7504 of the Government Code require that, within six months of
the end of their respective fiscal years, state and local public retirement systems
submit audited reports to the State Controller. This publication is compiled from the
data in those individual reports; statistical and financial data are included, as well as
comparisons and evaluations.

This report represents an effort toward determining the adequacy of funding for
each of California’s public retirement systems. It isimportant to note that many of the
retirement systems experienced significant losses on investments.

| would like to extend my appreciation to all those in both the public and the
private sectors who contributed to this report, as well asto my staff. Their cooperative
efforts made this publication possible. Additionally, my office is taking progressive
actions to improve the timeliness and availability of this report.

Sincerely,

Store 325G

STEVE WESTLY
Cdlifornia State Controller
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Introduction

Comparisons
and
Evaluations

Financial
and
Actuarial Data

Government Code Section 7501-7504 directs the California State Controller
to annually compile and report to the public the financial transactions of
California’s retirement systems. The Public Retirement Systems Annual
Report is based on actuarial data and audited financial statements for
the period of July 1, 2000, through June 30, 2001, for the 135 public
retirement systems that filed their reports.

Included in this publication are 8 state systems, 20 systems operating under
the County Employees Retirement Law of 1937, 1 independent county
system (San Luis Obispo County), 40 city systems, 60 special district
systems, 2 school district systems, and 4 other systems. The “other” category
includes systems that do not have one predominant sponsoring or employing
agency. Currently, this category includes four systems: the Public Agency
Retirement System (PARS) Defined Benefit Plan, the PARS Defined
Contribution Plan, the Housing Authority of the County of Tulare Defined
Benefit Pension Plan, and the San Diego Housing Commission Pension Plan.

In the 2000-01 fiscal year, three systems stopped reporting to the California
State Controller's Office. The Wasco Recreation and Park District was
dissolved, and the Los Alisos Water District and Trabuco Canyon Water
District elected to join California Public Employees’ Retirement System
(CalPERS). Two systems, Madera Irrigation District Pension Plan and the
West Contra Costa Healthcare District Successor Retirement Plan, began
reporting to the Controller during the 2000-01 fiscal year. One system,
Antelope Valley Hospital Medical Center Retirement Plan, failed to submit a
report. Therefore, the net decrease in reporting public retirement systems is
2, for a total of 135 for the 2000-01 fiscal year.

The Government Code provisions for periodic and independent analysis of
the financial transactions of each public retirement system are intended to
enable the California State Controller to gather information upon which to
base comparisons and evaluations of the financial condition of such systems.
These comparisons and evaluations are included in the Introduction within
the sections titled Discussion of Key Issues and Summary of Statistical Data.

To facilitate comparison, and to provide detailed financial and actuarial
information, the 135 reporting retirement systems are presented based on
how they were organized. The two main types of systems reflected in this
report are the defined benefit system and the defined contribution system.

There are 89 systems classified as “defined benefit,” which means benefits
are predetermined by a formula based in part upon the employee’s salary
and/or length of service. The employer’s contributions are determined on the
basis of benefits to be paid.

The other 46 systems are classified as “defined contribution,” which means

the rate of contribution by the employer, and sometimes by the employee, is
fixed. Therefore, the employee’s pension benefit will be whatever amount
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the accumulated contributions plus investment earnings will provide at
retirement.

Both the defined benefit and the defined contribution system sections have
been segmented by state, county, city, special district, school district, and
other systems. However, the reporting counties have no defined contribution
systems being reported separately at this time.

CalPERS financial and actuarial data is grouped with other state defined
benefit systems. However, a separate CalPERS section is included for a
more comprehensive view of CalPERS and the 1,320 active public
employers (representing 1,874 plans) that contract with CalPERS to
administer their retirement systems.

The retirement systems included in this publication are those chartered or
operated by, or on behalf of, state and local public agencies.

Systems excluded from this publication are those defined contribution plans
such as Internal Revenue Code 457 and 401(Kk) plans, which are designed for
employee retirement savings with no employer participation.

Each system reported in this publication maintains its own set of accounting
records, with accounts for assets and liabilities. The amount of net assets
available for benefits is equal to assets minus liabilities, and changes to net
assets available for benefits are shown on the Statement of Changes in Net
Assets as additions and deductions, in accordance with Governmental
Accounting Standards Board (GASB) Statements No. 25 and 27.

The majority of the systems operate on either a fiscal year basis, with the
year ending June 30, or a calendar year basis, with the year ending
December 31. A few systems operate on accounting cycles that end on dates
other than June 30 or December 31. This publication includes: calendar year
systems with the year ending December 31, 2000; fiscal year systems with
the year ending June 30, 2001; and “off-fiscal” year systems with fiscal years
ending between July 1, 2000, and June 30, 2001.

The financial information presented in this publication has been compiled
from financial statements audited by a qualified person, in accordance with
Government Code Section 7504(b). As defined in the code, a *“qualified
person” means:

1. A person who is licensed to practice as a certified public
accountant in this state by the California State Board of
Accountancy;

2. A person who is registered and entitled to practice as a public
accountant in this state by the California State Board of
Accountancy;

3. A county auditor in any county subject to the County Employees’
Retirement Law of 1937; or
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4. A county auditor in any county having a pension trust and
retirement system established pursuant to Government Code
Section 53216.

Material in this publication is intended for informational purposes only. The
standards of evaluation employed and the findings made are interpretations
of that information. They should not be construed as proposals for action
made by the California State Legislature, the California State Controller, or
any part of the Executive Branch of the State of California.

This publication contains detailed financial and actuarial information derived
from individual reports submitted to the California State Controller by each
public retirement system. The detail sections for each public retirement
system may contain comments and/or footnotes describing any existing
situations or conditions deemed to be of potential interest to the users of this
publication. This discussion section is a summary.

The typical public retirement system in California provides retirement
benefits based on the retiree’s years of service and final compensation. For
example, in a system that provides 2% per year at age 60, members with 20
years of service may retire at age 60 and receive upon retirement
approximately 40% of their average salary as defined. Each system has a
normal retirement age, or the age when full retirement benefits are paid.
Early retirement is usually allowed but at a reduced benefit.

In many pension systems, retirees’ benefits are automatically increased to
replace the purchasing power lost through inflation. This cost of living
adjustment (COLA) benefit is linked to an index that measures inflation,
although it may be limited to a maximum annual percentage increase. Some
systems do not provide automatic COLA benefits, giving ad hoc increases
instead.

In some systems, employees receive different benefits, depending on their
classification. Safety employees, such as police and firefighters, receive
higher benefits than general employees. This higher benefit can be
manifested in a higher percentage per year of service and/or a younger
normal retirement age. Systems may also have different tiers of pension
coverage for employees within the same classification, with each tier
providing different benefits. The tier to which an employee belongs often
depends on his or her date of hire.

The factors involved in determining retirement benefits are not easily
compared because of the variety of provisions within each system and among
employer categories. Details of the specific benefit provisions of each
retirement system can be found on the page that discloses each system’s
financial and actuarial data, as listed in the table of contents.

A typical defined benefit retirement system will use three factors to
determine an employee’s benefits: number of years of service, age at
retirement, and final average salary (FAS). There is an extraordinarily high
number of combinations of these factors among retirement systems and
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among tiers within those systems, making averages or ranges for comparison
difficult.

The number of years of service required to qualify for benefits can range
from none, in the case of a duty-related disability retirement benefit, to as
many as 20 years of service for full retirement benefits. As can be expected,
the age at retirement can be anywhere between 50 to 71 years of age
depending on the member’s years of service.

The compensation amount used in the benefit calculation also varies.
Between defined benefit systems and tiers within systems, 10 systems use
compensation earned at the time of retirement as the basis for determining
retirement benefits, 12 systems use compensation of the position last held, 13
use a formula that averages compensation earned in the final years of service,
and 66 use a formula that averages the highest years of compensation earned.
Other defined benefit systems have been excluded from the count because
the FAS formula was not reported. Therefore, the sum of the number of
systems using a given FAS formula has no relationship to the total of 89
defined benefit systems reporting. Systems that average compensation use a
range of years of average salary earned that varies from a one-year period to
a five-year period. Because most defined benefit systems have multiple tiers
that may use different FAS formulas, some systems may be included in more
than one of the above categories.

The goal of a defined benefit system is to finance predefined employee
benefits by accumulating assets through employer/employee contributions
and investment earnings. The amount of yield from investments is important,
inasmuch as higher investment returns help reduce contributions needed in
future years.

Defined contribution systems accumulate contributions for retirement
without defining the retirement benefit. Most gains, losses, and earnings of
the system are credited to the employees’ accounts.

Contributory systems require employees to share in the cost of financing
their retirement benefits through monthly contributions. The state systems
require contributions at a flat percentage of salary, commonly from 5% to
9%. County systems require contributions at rates that vary with age at
employment.

Rather than accumulating funds in advance, a few systems are on a pay-as-
you-go basis. Under this system, only those funds necessary to meet the
current obligations are appropriated. Since there are no significant assets in
these systems to generate investment returns, employer contributions may
tend to escalate rapidly.

To develop a financing program for defined benefits, systems must project
the future stream of payments to retirees and beneficiaries. This is done
through the services of an actuary, using a process known as an actuarial
valuation. Actuarial valuation reports are submitted to the State Controller's
Office with the Financial Transactions Report and reviewed concurrently
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with the report. Government Code Section 7504 requires an actuarial
valuation to be performed at least every three years, while GASB Statement
No. 25 requires one at least every two years.

Once the value and timing of these benefits are projected, they are typically
financed by annual contributions designed to be a constant percentage of
total payroll. Contributions are designed to increase at the same rate as
wages. For various reasons, the contribution rates change from valuation to
valuation. If, for instance, higher benefits are given, the valuation of the
system should show a higher contribution requirement. Other reasons for a
rate change could be a change in the assumptions used in the valuation of
system benefits or a significant variance between actual experience and the
assumptions used. Projections made by a retirement system are based upon
the experience of that system. The assumptions included in this publication
are those required to be given “particular consideration” pursuant to
Government Code Section 7502. Excluded from this publication are a
multitude of other actuarial assumptions that may be used in a variety of
plans but are not statutorily required to be reported.

This publication lists the salary scale and interest rate assumptions for each
defined benefit pension system. Generally, changes in these two assumptions
have opposite effects on contribution rates. Increasing the interest rate
assumption means the pension fund is expected to earn more on its
investments and, therefore, lower contributions will be needed. Increasing
the salary scale means anticipating higher salaries and correspondingly
higher benefits, resulting in higher contribution requirements.

The responsible funding of retirement systems is of vital concern to all
interested parties, because systematic and adequate funding enhances the
financial stability of these retirement systems.

For defined benefit pension systems, a measure of the achievement of
responsible funding is the system board’s adoption of contribution rates that
have been recommended by the actuary. This publication lists both the rates
recommended by the actuary and those adopted by the retirement board. Of
the 89 defined benefit systems reporting, 22 systems have adopted employer
contribution rates that are different from the rates recommended by the
system actuary. Of those 22 systems, 13 systems adopted employer
contribution rates below the rates recommended by the system actuary.
Seven systems have adopted employer contribution rates above the rates
recommended by the system actuary. Two systems have adopted employer
contribution rates both below and above the rates recommended by the
system actuary. The reason retirement boards choose contribution rates
different from those recommended by the system actuary is unknown,
because their reasoning is not usually disclosed in the submitted reports. It is
important to keep in mind that many of the defined benefit systems contain
multiple tiers and adopt different rates within a system.

Another measure for defined benefit systems is the funding ratio, which is
used to compare the assets of a system to its actuarial liabilities. The actuarial
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liabilities should equal the actual assets of the system under the most ideal
circumstances, but they seldom do.

There are various reasons why they differ. One reason would be increasing
benefits retroactively for past service, which causes actuarial liabilities to
increase without a corresponding increase in the assets. Another would be
increasing salaries at a rate faster than that assumed in the salary scale, which
also would cause actuarial liabilities to increase. A third cause is that the rate
of return on investment is different than the rate assumed.

The difference between actuarial liabilities and system assets is called the
unfunded actuarial accrued liability (UAAL). The UAAL is funded by
amortization over a period of time recommended by the actuary. It is
possible that the UAAL can be overfunded (more assets than liabilities), in
which case the UAAL will be reported as a negative number.

Extending the amortization period reduces the annual payment for retiring
the UAAL. In this publication, a supplemental contribution rate, called the
UAAL amortization rate, is shown with the normal rate in each plan’s
contribution rate table. The normal rate can be considered as the percentage
of payroll necessary to be contributed to the retirement fund to pay for future
benefits earned in the current fiscal year. The UAAL amortization rate allows
for the system to meet contribution deficiencies from the past.

Please note that, because many systems design the UAAL amortization
payments to increase proportionately with salaries, it may be possible for the
funding ratio to decrease in the early years of the amortization period.

Finally, it should be noted that a 100% funding ratio means only that past
funding deficiencies have been made up, not that the financing program is
completed. If a 100% funding ratio is achieved, the total contribution
required would be equal to the normal contributions required to finance
retirement benefits earned by employees in the current year.

Figure 2 on page xv shows that, in the aggregate, statewide actuarial
liabilities are approximately $354.1 billion, and net assets available for
benefits are approximately $410.9 billion. Actuarial assets exceed the
actuarial accrued liability by approximately $56.8 billion, and the aggregate
funding ratio is 116%. The funding ratio is the ratio of system assets to
actuarial liabilities. The aggregate funding ratio for all reporting defined
benefit systems has decreased from the 1999-00 aggregate funding ratio by
2%. Six systems reported funding ratios below 50%, five of which have been
closed to new membership, a move that will help control future costs. These
closed systems will eventually cease to exist when no beneficiaries remain to
receive the benefits. Figure 2 also shows an aggregate funding excess per
member of $20,581, with city systems having the greatest funding excess at
an average of $35,890 per member.

Analysis of the reports submitted for this publication show that the 2000-01
average employer contribution rate was 7.45% of covered payroll for defined



Introduction

Employer
Contributions

Disability
Requirements

Interest Rate
Assumptions

Legislative and
Accounting
Changes

benefit general systems and 12.14% of covered payroll for defined benefit
safety systems.

Many systems are attempting to control costs by adding new membership
and benefit tiers that offer lower benefit levels, and by closing the higher
benefit tiers to new employees. Of the 89 defined benefit systems reporting,
31 have adopted multiple benefit tiers, a decrease of 13 tiers from the
1999-00 fiscal year. The effect of the new benefit levels can be seen by
comparing the contribution rates for the various systems. Generally,
additional tiers translate to reduced benefits, which result in reduced
contribution rates for the new tiers.

Most California public employee retirement systems report similar disability
retirement benefits, ranging from 33% to 50% income replacement for both
safety and general members.

The median percentage of disability retirees to all retirees receiving benefits,
survivors not included, was 13.13% during the period covered by this report.
These percentages ranged from 0% to 100%. Because most of these systems
had similar benefits, the wide range appears to have resulted from differing
policies and practices of individual retirement boards in administering
disability retirements.

During the 2000-01 fiscal year, the median interest rate assumption among
all reporting defined benefit systems was 8.0%, averaging 7.75%. The actual
earning median among defined benefit systems for the year was 0.1%, with
an average of 1.3%.

On July 1, 1991, the Omnibus Reconciliation Act of 1990 (OBRA 1990)
became effective. OBRA 1990 requires all state and local governmental
employers to provide retirement benefits to their part-time and intermittent
employees or to participate in Social Security.

Many of the reporting agencies in this publication have established new
levels of benefits for their part-time and intermittent employees. One system,
PARS, was created specifically to address the new requirements placed on
local governmental employers by OBRA 1990.

In November 1994, GASB issued Statements No. 25, 26, and 27 entitled,
respectively, Financial Reporting for Defined Benefit Pension Plans and
Note Disclosures for Defined Contribution Plans, Financial Reporting for
Postemployment Healthcare Plans Administered by Defined Benefit Pension
Plans, and Accounting for Pensions by State and Local Governmental
Employers.

The provisions of GASB Statements No. 25 and 26 are effective for periods
beginning after June 15, 1996. The provisions of GASB Statement No. 27 are
effective for periods beginning after June 15, 1997.

GASB Statement No. 26 provides guidance for accounting and financial
reporting of postemployment healthcare plans and does not affect the areas of
this report. Beginning with the 1997-98 publication, the financial and
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actuarial information provided herein is derived from audited financial
statements that have been prepared, except where noted, in accordance with
GASB Statement No. 25 or 27. These two statements require, among other
things, a statement of plan net assets, a statement of changes in plan net
assets, and that investments be carried at fair value with unrealized gains and
losses included in the statement of changes in plan net assets. Additions to
net assets available for benefits must include the net appreciation, or
depreciation, in the fair value of investments. Annual required contributions
(ARC) of the employer and the employee are also presented. ARC should be
actuarially determined in accordance with GASB Statement No. 25
parameters. Defined benefit plans are also required to footnote disclosures
regarding actuarial methods, contribution requirements, and funding progress
of the system. This supersedes GASB Statement No. 5, which required
invested assets to be reported at cost or amortized cost.

In June 1999, GASB issued Statement No. 34, Basic Financial Statements —
and Management’s Discussion and Analysis — for State and Local
Governments. This statement establishes financial reporting standards for
state and local governments, including public employee retirement systems.
GASB Statement No. 34 becomes effective in three phases, based on a
government’s total annual revenues in the first year ending after June 15,
1999.

This section provides comparisons, evaluations, and other pertinent
information on the public employee retirement systems included in this
publication. The information is provided as text, tables, and graphic
presentations.

Figures 1 through 3 show the progress being made in accumulating assets to
pay for benefits when due. The funding ratio is one method for assessing this
progress. However, various actuarial methodologies can be used to calculate
the funding ratio of a retirement system, each method resulting in a different
funding ratio for the same system.

Figure 1 shows that, of the 83 defined benefit systems that reported funding
ratios, 66 (79.5%) have funding ratios of 85% or higher. Of the 17 systems
with funding ratios under 85%, 9 have been closed to new employees. These
nine systems account for 0.03% of the statewide defined benefit membership
and 11.9% of the statewide funded excess. The 6 open systems with a
funding ratio under 85% account for 0.29% of the statewide membership and
16.18% of the statewide funded excess. The remaining 2 systems have both
open and closed tiers. These two systems account for 0.32% of statewide
defined benefit membership and 5.61% of the statewide funded excess.
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Figure 2

Figure 1

Funding Ratio Distirbution
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Figure 2 illustrates that, as indicated by the funding ratios, when the actuarial
liabilities and assets of individual systems in each category are compared as an
aggregate amount, the funding positions of state, county, city, special district, and
other systems improved from the 1998-99 fiscal year to the 2000-01 fiscal year.

Summary of Statewide Funding Position for Defined Benefit Systems (Aggregate Amount)

(Amounts in thousands)

Unfunded

Actuarial

Unfunded Accrued

Actuarial Liability

Actuarial Actuarial Accrued (Funding

Accrued Value of Liability Funding Ratio Excess)
Agency Liability Assets (Funding Excess) 1998-99 1999-00 2000-01 Per Member
State.....coocevveeenne $ 256,586,819 $ 305,259,003 $ (48,672,184) 116% 122% 119% $ (22.75)
56,927,467 59,178,568 (2,251,101) 101 104 104 (6.02)
37,969,290 44,019,657 (6,050,367) 109 115 116 (35.89)
Special Districts .. 2,559,029 2,386,356 172,673 96 97 93 5.31
School Districts... 7,118 6,644 474 88 93 93 0.01
Other......cccoeueene. 51,020 32,279 18,741 361 65 63 2.96
Totals ..cevvvreeee $ 354,100,743 $ 410,882,507 $ (56,781,764) 112 118 116 $ (20.58)

1 The Housing Authority of the County of Tulare Defined Benefit Plan was previously reported as a Special District system. Effective fiscal year 1999-00, it
has been reclassified and is now being reported within the Other system category. Prior year Funding Ratios have been adjusted to reflect this change in

reporting.
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Contribution Rates
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In contrast to the aggregate, the average values are shown in Figure 3. The

divergence in values between the aggregate funding ratios and the average
values is caused by the variances between the individual systems as opposed to
the aggregate ratios.

Figure 3

Funding Ratio Trends, Average Value
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Figures 4 and 5 report average employer contribution rates, adopted by the
respective retirement boards, as a percentage of payroll for defined benefit
general and safety systems, accounting for all tiers in each system. In prior
year reports, the contribution rates were presented using the median
employer contribution rates. By presenting the average employer rates, a
more usable comparison can be made. At this point, only three years of
comparable data is available to be presented under the new format.

The 2000-01 average employer contribution rate for all “general” systems
was 7.45% of payroll, with rates ranging from 0% to 23.23%. From the
1999-00 to the 2000-01 fiscal year, the average contribution rates of county,
city, and special district general defined benefit plans all declined. City
general systems had the largest decline, dropping 1.19%, from 8.40% to
7.21%. The average contribution rate for state general systems minimally
increased, from 3.97% to 4.35%.
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Assets

Figure 4

General Defined Benefit Systems
Employer Contribution Rates by Average Value as a Percentage of Payroll

Agency Type 1998-99 1999-00 2000-01
] €2 L= USSR 7.29% 3.97% 4.35%
COUNLIES ..uvveiiee et e e e e 8.90 7.83 7.28
ClIES vreeieee et et seee e e e e et e e e enaee s 6.55 8.40 7.21
Special Districts 9.20 9.09 8.62
School Districts 2.70 2.70 2.70
[©]1 = S PSP PPPROt 16.59 12.34 19.05
Al GENEIAl ... 8.53 7.90 7.45

The 2000-01 average contribution rate for all safety systems was 12.14% of
payroll, with rates ranging from 0% to 28.56%. From the 1998-99 to the
2000-01 fiscal year, statewide safety systems’ average employer contribution
levels dropped. City systems had the largest decline, dropping 7.04%, from
16.04% to 9.00%.

Figure 5

Safety Defined Benefit Systems
Employer Contribution Rates by Average Value as a Percentage of Payroll

Agency Type 1998-99 1999-00 2000-01
8.14% 5.21% 5.81%
14.40 15.25 13.87
16.04 11.90 9.00
14.44 13.82 12.14

The following figures show that, in total, California defined benefit and
defined contribution public employee retirement systems held assets in trust
with a fair value of $479.2 billion at June 30, 2001. State-administered
retirement systems account for 74.08% of these assets, and local agency
administered systems account for the remaining 25.92%, as illustrated in
Figures 6 and 7. Although 74.08% of the assets are administered by the state
systems, a high percentage of these assets are contributed by many local
agencies that contract with CalPERS.

Figure 6

Asset Distribution by Entity Type, Reporting Year 2000-01

(Amounts in thousands)

Fair Value Percentage

$ 354,957,424 74.08%

70,242,120 14.66%

50,862,787 10.62%

Special DIStrCtS.....cocvveeiiiieeeiiieeeeee e 2,784,155 0.58%
SChOOl DIStICES. ...cccoiiiiiiiiee e 11,652 *
Other ..o 302,394 0.06%
TOLAl oot $ 479,160,532 100.00%

* The fair value of school districts’ assets is valued at 0.002% of total assets.
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Figure 7

Asset Distribution by Entity Type, Reporting Year 2000-01
(At Fair Value)
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Of the 135 total public retirement systems reporting in fiscal year 2000-01,
the 10 largest systems encompass 90% of total assets, 93% of total liabilities,
and 90% of net assets available for benefits, as shown in Figure 8.

Figure 9 shows that, from the 1996-97 to the 2000-01 fiscal year, the fair
value of assets increased 33%, from $360 billion to $479 billion. However,
from the 1999-00 to the 2000-01 fiscal year, the value of assets decreased by
$35 billion.

Figure 8

Ten Largest Public Retirement Systems, Reporting Year 2000-01
(Amounts in thousands)

Net Assets
Available for

System Total Assets Total Liabilities Benefits
California Public Employees’ Retirement System ..........ccccceevveveiieeriennnn $ 173,716,716 $ 17,442,319 $ 156,274,397
California State Teachers’ Retirement System ...........cccoceieiiiiniiiieennnns 124,009,714 20,872,085 103,137,629
University of California (Defined Benefit Plan) ..........ccccoooeiiiiiiiiinnnnes 46,549,917 7,680,016 38,869,900
Los Angeles County Employees’ Retirement Association ............ ......... 30,827,099 2,473,837 28,353,262
San Francisco City and County Retirement SyStems ...........cccceevveenns 13,792,987 2,546,907 11,246,080
Los Angeles Fire and Police Employees’ Retirement System................ 12,552,412 1,658,834 10,893,578
University of California (Defined Contribution Plan).................. 10,381,483 2,237,787 8,143,696
City of Los Angeles City Employees’ Retirement System 7,631,844 1,094,709 6,537,135
City Los Angeles Water and Power Employees’ Retirement System ..... 6,642,415 485,210 6,157,206
Orange County Employees’ Retirement ASsociation .............ccceeeviveenns 5,651,674 843,550 4,808,124
Total, 10 Largest SYStEMS .....c.ccoiiiiiiiieiiieieeec e $ 431,756,261 $ 57,335,255 $ 374,421,007
Total, All SYSTEMS ..ooiiiiiiiiie s $ 479,160,532 $ 61,335,725 $ 417,824,670
Percent of Total, 10 Largest SYStEMS ....ccccueeiiiiieiiiiie e 90% 93% 90%
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Figure 9

Growth in Total Assets at Fair Value
(Amounts in billions)
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Most assets are invested for income. Figure 10 illustrates that assets are
invested primarily in stocks and long-term debt securities. The debt category
includes mortgages and corporate and government bonds. Debt makes up
26.56% ($122.5 billion) of investment assets. Stocks represent 50.91%
($234.8 billion) of investment assets. The short-term category, which
represents 6.08% ($28 billion) of investment assets, consists of cash and cash
equivalents, and other short-term securities. The “other” category, which
represents 16.45% ($75.9 billion), consists of real estate equity, venture
capital, and other miscellaneous investments.

Figure 10

Investment Capital Distribution, Reporting Year 2000-01
(At Fair Value)
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Revenues

Figure 11

When real estate equity investments are combined with mortgages, the total
assets invested in real estate equal $38.9 billion, or 8.4% of total assets.
Mortgages represent $12.4 billion of this total, and real estate equity amounts
to $26.5 billion.

The total revenues of public employee retirement systems showed a loss of
$21.6 billion in the 2000-01 fiscal year, due primarily to a decline in
investment values. Defined benefit systems accounted for the entire loss.
Defined contribution systems accounted for $126.6 million of total revenues.

As shown in Figure 11, employer contributions of $3.4 billion and employee
contributions of $5.2 billion were up from last year, $145.5 million and
$459.8 million, respectively. Other contributions of $1.1 billion were down
slightly. Other revenues accounted for $12 million of total revenues.
Unfortunately, however, net investments showing a loss of $31.4 billion were
down $80.7 billion from the 1999-00 fiscal year.

Public Employee Retirement System Revenues, Reporting Year 2000-01

(Amounts in thousands)

Revenues Employer Employee Other Net Investment Other

by Source Contributions Contributions Contributions Income * Revenues Totals
State....ccoeevveeieienn, $ 2,261,793 $ 4245054 $ 1,024,461 $ (25,401,608) $ 12,404 $ (17,857,896)
COUNtIES ...voeveene, 632,306 532,790 - (3,12,332) (4,325) (2,051,561)
CitieS ..ooeevviiiieee e 410,691 391,916 30,317 (2,747,774) 4,045 (1,910,805)
Special Districts......... 87,334 24,125 10,899 (7,920) 212 114,650
School Districts ......... 2,119 467 - 149 2,815
Other....coovvivieeeiins 46,032 25,838 - 19,132 91,002
Total..oeeeererceeereen, $ 3440355 $ 5220190 $ 1065677 $ (31,350,353) $ 12,336 $ (21,611,795)
% of Total by

Revenue Category... -15.92% -24.15% -4.93% 145.06% -0.06% 100.00%

* Net of investment expenses.

Expenses

XX

The expenses of public employee retirement systems totaled $16.4 billion for
the 2000-01 fiscal year. Defined benefit systems accounted for $16.0 billion,
or 97.71% of total expenses, while defined contribution systems accounted
for $374 million, or 2.29% of total expenses. As shown in Figure 12, total
benefit payments amounted to $15.2 billion, or 92.98% of total expenses.
Refunds, administrative expenses, and other expenses totaled $612.7 million,
$397.9 million, and $137.4 million, respectively. These expense categories
amounted to 3.75%, 2.43%, and 0.84% of total expenses. Total expenses
increased by 22.26% from $13.4 billion in the 1996-97 fiscal year to $16.4
billion in the 2000-01 fiscal year.
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Figure 12

Public Employee Retirement System Expenses, Reporting Year 2000-01

(Amounts in thousands)

Expenses by Type

% of Total by

Expense Category..............

Benefit

Payments Refunds Administration Other Totals
$ 10,712,799 $ 495,844 $ 272,025 $ 997 $ 11,481,665
2,448,720 64,807 78,249 75,644 2,667,420
1,864,585 38,576 37,631 36,292 1,977,084
123,501 12,251 6,677 3,888 146,317
338 304 161 - 803
51,733 924 3,205 20,543 76,405
$ 15,201,676 $ 612,706 $ 397,948 $ 137,364 $ 16,349,694
92.98% 3.75% 2.43% 0.84% 100.00%

Average Yield

The average yield on assets of the various systems is computed using the
formula recommended by the Municipal Finance Officers Association.

[
BLA+B-1)

A =Beginning-of-the-year fair value of total assets, less current liabilities
B = End-of-the-year fair value of total assets, less current liabilities
I = Investment income earned during the year

The following pertinent information should be considered when comparing
average yield data between systems with financial data from other sources.

(1) The average yield computed by this formula may be distorted if the net
cash flow into the system is not distributed evenly during the year.

(2) The changing market value of stocks, bonds, and other investments is
included in investment income earned during the year as the net gain or loss
in the fair value of investments.

(3) The timing and amount of contributions can significantly affect the result.
As indicated in Figure 13, the 2001 median average yield for all systems was

—-0.3%. The mean average yield rate was 0.1%. The average yield rates
ranged from a low of —22.4% to a high of 24.8%.
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Figure 13
Summary of Average Yields
1999 2000 2001

Average Average Average
Defined Benefit Systems Yield Yield Yield
State
Judges’ Retirement System | 18.2% 12.9% 15.0%
Judges’ Retirement System Il 11.3% 8.2% (6.0%)
Legislators’ RetiremMENt SYSIEIM........couiii ittt e et e e st e e e sane e e e sbeeaanes 10.8% 7.0% 0.2%
Public Employees’ Retirement SYSIEM ........ooiiiiiiiieiiieiieiie et 12.7% 11.3% (6.2%)
State Teachers’ Retir€MENT SYSIEIM .......uiiiiiie e s e e e e e s e e et eesaeeeessbeeessaeeesreeeennes 14.5% 13.7% (8.2%)
University of California RetiremMent SYStEM ........ccoiciiiiiiiii e ee e saae e srnae e 12.8% 13.6% (4.6%)
Median Value for State Defined Benefit SYSIEMS .......cccuvieiiiieiiiie e see e 12.7% 12.1% (5.3%)
Counties
Alameda County Employees’ Retirement ASSOCIALION ..........cc.eeiiiiiiieniiiiieerie e 17.0% 15.2% 0.6%
Contra Costa County Employees’ Retirement ASSOCIAtION ...........ooiiuiiiiiiiiiiiiie e 15.1% 15.8% 1.3%
Fresno County Employees’ Retirement ASSOCIALION ..........ccueeeiiiiiaiieieaiiee sttt e e 8.0% 9.2% (1.6%)
Imperial County Employees’ Retirement ASSOCIAtION. ........cccuciiiiiiiiiiiiieiiciie e 10.6% 19.0% (5.7%)
Kern County Employees’ Retirement Association 11.8% 9.6% (5.8%)
Los Angeles County Employees’ Retirement ASSOCIAtION...........cccveriiiiieiieiie e 13.8% 16.2% (7.4%)
Marin County Employees’ Retirement ASSOCIAtION ..........ccoiuiiiiiiiiiiiieiie e 10.5% 11.6% (3.0%)
Mendocino County Employees’ Retirement ASSOCIAtION...........ueiiiiiiieiiiie et 7.9% 13.3% (9.3%)
Merced County Employees’ Retirement ASSOCIAtION .........c..eeeiiiiiiiiiieiiiee e 11.8% 11.2% (2.9%)
Orange County Employees’ Retirement ASSOCIAtION ........c.cocuiiiiiiiiiiieniieiiesie e 13.4% 16.7% 1.4%
Sacramento County Employees’ Retirement ASSOCIAtION ............cocviiiieriieiiiesie e 12.1% 10.3% (5.4%)
San Bernardino County Employees’ Retirement Association . 14.6% 11.3% (2.3%)
San Diego County Employees’ Retirement ASSOCIALION..........cciuiiieiiiieiierieeiee ettt siee e 12.4% 16.0% (7.2%)
San Joaquin County Employees’ Retirement ASSOCIAtION ............ooiuiiiiiiiiieiiiee e 11.2% 15.0% 4.3%
San Luis ObiSpo County PENSION TIUSE ........oiiiiiiiiiieiitee ettt ssa e e e sebe e e eereeaanes 12.4% 6.0% 4.4%
San Mateo County Employees’ Retirement ASSOCIAtION ..........coviiiiiiieiiiiiiesiceiee e 7.5% 10.3% (4.5%)
Santa Barbara County Employees’ Retirement ASSOCIAtION ..........cueivieriiiiiienienieeseesee e 10.9% 6.7% (2.9%)
Sonoma County Employees’ Retirement ASSOCIAION .........c.viiiiiiiiiiieiii e 15.6% 15.9% 0.2%
Stanislaus County Employees’ Retirement ASSOCIAtION ...........couiiiiiiieiiieiesie e 12.0% 7.5% 8.4%
Tulare County Employees’ Retirement Association 12.7% 23.8% (3.1%)
Ventura County Employees’ Retirement ASSOCIAtION ...........oouiiiiiiiiiiiee et 12.9% 8.1% 0.3%
Median Value for County Defined Benefit SYStEMS .......ccccoiiiiiiiiiriiieie e 12.1% 11.6% (2.9%)
Cities
Alameda Police and Fire Pension Plans 1079 and 1082 0.6 % 1.4% 0.9%
Albany Police and Fire Relief PENSION FUN ...........cooiviiiiie s see e aee e 7.4% 1.7% 17.3%
Bakersfield Firemen'’s Disability and Retirement SYStem ..........cccceeviieiiiiie i seee e 6.2% 4.3% 9.7%
Berkeley Safety Employees’ Retirement SYStEM ..........coiuiiiiiiiiiieiiiesie e 0.0% 0.0% 0.0%
ConCord RELIFEMENT SYSLEIM ......oiiiiiii ittt et e et e et e e e e saae e e s sbe e e s e abe e e snbeeeasneeesaseeeanes 13.8% 6.2% 6.2%
Delano EMpIoyee PenSion PIaN ...........ooo ittt 7.6% (6.9%) (4.4%)
El Cerrito Employees’ Pension TrUSt FUNG ..........ccocuiiiiiiiiiiieii e 5.8% 1.7% 8.8%
Emeryville Miscellaneous PeNSION FUNG...........cooiiiiiiiiie e see e sre e e seree e 5.3% 0.3% 11.1%
Eureka Local Fire and Police Retirement System 4.6% 5.1% 9.5%
Fresno Fire and Police Retirement SYSIEM.......ccuciiiiiiiiiiiiieiie sttt 13.4% 12.6% (4.0%)
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1999 2000 2001
Defined Benefit Systems Average Average  Average
Yield Yield Yield

Cities (Continued)
Fresno General Service Employees’ Retirement SYSLEIM .........ccovuiiiiiiiiiiiieiiee e 13.2% 12.4% (3.9%)
Irvine Safety Defined Benefit PENSION Plan............coiiiiiiiiii e 4.9% 11.5% 4.8%
Los Angeles City Employees’ Retirement SYStEm .........cccociiiiiiiieiiciiic e 11.3% 10.9% (4.2%)
Los Angeles Fire and Police Employees’ PeNnsion SYSeM .........cccccviiiieiienieiiee e 15.8% 15.3% (10.7%)
Los Angeles Water and Power Employees’ Retirement Plan ............ccccoviiiiiiiiiiiicnic e 8.7% 0.4% 8.6%
Manhattan Beach Single Highest Year Retirement Plan ..........c.cccooeiiiiiiiiiiiiie e 6.6% 5.2% 10.3%
Manhattan Beach Supplemental Retirement Plan 6.6% 5.2% 10.3%
Mill Valley Retir€mMENt SYSTEIM.......coiuiiiiiiiieiitiie ettt et e st e e e sbe e e e e be e e s sbee e snnneeennneas * * *
Oakland Fire and Police Retirement SYSLEIM ..........cooiiiiiiiiiiiiiieeeee e 9.0% 9.2% 0.1%
Oakland Municipal Employees’ Retirement SYSLeM...........ccciiiiiiiiiiieiiieieesee e 30.7% 11.2% 18.7%
Pasadena Fire and Police Employees’ Retirement SyStem..........cccceoiiiiiiiiiiiiciieiceee e 8.7% (12.7%) (1.2%)
Piedmont Police and Fire PENSION FUNG..........ociiiiiiiieii e 14.3% 0.7% 7.1%
Pittsburg Miscellaneous Employees’ Retirement System of 1962 ............cccceiiieiiiiieeiiice e 4.9% 5.0% 5.4%
Richmond Garfield Pension Plan 10.3% 6.8% 6.9%
Richmond General Pension Plan 6.6% (6.9%) 9.1%
Richmond Police and Firemen’s Pension Plan .............cccoiieiiiiiiiiiicece e o 5.5% 24.8%
Sacramento City Employees’ Retirement SYSIEM.........coiiiiiiiiiiiieiiie et 8.2% 8.8% (2.6%)
San Clemente Restated Employees’ Retirement Plan...........c.ccoiiiiiiiiiiiiiiieni e 10.2% 9.4% 5.5%
San Diego Employees’ RetiremMent SYSIEIM ........cccuuiiiiiiiiiiieeiiie et 9.0% 15.8% (0.5%)
San Francisco City and County Employees’ Retirement SYStem ..........cccoveeiiiieieiiieeeiiee e 14.1% 22.8% (10.9%)
San Jose Federated City Employees’ Retirement SYSteM..........cocuiiiiiiiiniiienienieeee e 10.2% 7.4% 0.0%
San Jose Police and Fire Retirement System 9.8% 7.6% 0.1%
Santa Barbara Police and Fire Service Retirement FUNd .............ccooooviiiiiiiiiiiieeee e 7.1% 2.7% 9.1%
Median Value for City Defined BENefit PlanS ..........coouiieiiiei i 8.2% 5.4% 5.5%
Special Districts
Alameda-Contra Costa Transit District PENSion FUNd............cccoooiviiiiiiiiiiceeseee e 15.1% 19.8% 1.